Is Value an Accounting Concept? by Peloubet, Maurice E.
Journal of Accountancy 
Volume 59 Issue 3 Article 7 
3-1935 
Is Value an Accounting Concept? 
Maurice E. Peloubet 
Follow this and additional works at: https://egrove.olemiss.edu/jofa 
 Part of the Accounting Commons 
Recommended Citation 
Peloubet, Maurice E. (1935) "Is Value an Accounting Concept?," Journal of Accountancy: Vol. 59 : Iss. 3 , 
Article 7. 
Available at: https://egrove.olemiss.edu/jofa/vol59/iss3/7 
This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It 
has been accepted for inclusion in Journal of Accountancy by an authorized editor of eGrove. For more information, 
please contact egrove@olemiss.edu. 
Is Value an Accounting Concept?*
By Maurice E. Peloubet
The idea of value is a very old one—probably one of the first 
ideas, as distinct from sensations or appetites, which entered the 
human mind. Long before primitive man had conceived the 
idea of exchange, he had realized that some things were more use­
ful and desirable than others and that he would be wise to store 
up for future use those which were not perishable. The reason 
primitive man preserved stores of fuel, flint or bones was because 
he thought that in the future they would be useful to him. In 
other words, he decided in his own mind that they had a value to 
him. Value was thus a subjective idea, and the basic concept of 
value has never changed from that day to this.
I do not think we are being unduly metaphysical when we say 
that the only basis of value is what one person or group of persons 
thinks. There may be compelling reasons for the thoughts of a 
group, but the reason the value exists is because of the opinion of 
those who desire the particular material or article.
If the inhabitants of the entire world were Orthodox Jews, pork 
would have little value. The herring fishery of Holland in the 
Middle Ages was the result of a religious idea, the obligation im­
posed on all Catholics to eat no meat on Friday, and dried or salt 
herring under the conditions of transportation then existing was 
about the only possible fish for the common people to eat.
The value of real estate is dependent entirely on the consensus 
of opinion of the inhabitants of a particular city or country. 
Real estate in the city of New York is immensely valuable because 
everyone who has thought about the question or has any interest 
in it has decided, consciously or unconsciously, that New York is 
the best situation on the Atlantic Coast for a port and the best 
point for interchange of goods, services and communications in the 
country. Regardless of the physical facts, if everyone in the 
United States should suddenly decide that the island of Manhat­
tan was a spot which lay under some sort of curse; if people 
thought that it was dangerous or unhealthy to visit the island, the 
value of New York real estate would vanish immediately. We
♦An address delivered at a meeting of the New Jersey State Society of Certified Public 
Accountants, Newark, New Jersey, February 4, 1935.
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are all well aware—some of us, unfortunately, from personal 
experience—that security values are largely, if not entirely, sub­
ject to the effects of mass emotion and opinion.
There is no value which can exist independently of an opinion or 
a group of opinions, and these change with circumstances. We 
think, for instance, that diamonds are valuable and they, for that 
very reason, are valuable, but if we remember the dramatic scene 
in King Solomon's Mines, where the explorers had finally pene­
trated into the cave where the diamonds were concealed, we shall 
recall that just as the men were well inside the cave the old witch 
who had been their guide slipped outside and the heavy stone slid 
into place and sealed them in the cave. After that the value of 
diamonds became non-existent for them. A little water and a 
few mouthfuls of food and a chance to escape into the open air 
had more value at that moment than all the diamonds in the cave.
This may sound somewhat remote from the question of account­
ing and the problems of valuation which are involved in accounts, 
but a little reflection will show us that it is quite closely related. 
The very word “account” means, both by present use and deriva­
tion, a tale, a story, a record. It must deal with what has hap­
pened and, if there is any attempt to estimate or forecast the 
future, this is a mere projection of present facts and tendencies.
Accounting, I think, must be objective. It is true that this 
limits its scope, but when we try to enter fields which are entirely 
subjective in their nature, such as the determination and expres­
sion of values, we are trying to use an instrument designed pri­
marily for recording observed, objective facts, to measure the 
effect and extent of changes in value, which are based primarily 
on emotions and intellectual reactions. This is the sphere of the 
politician, political economist, poet, journalist or someone sim­
ilarly qualified. It is obvious that in the expression of anything 
dependent on the changing opinions and emotions of men, any 
order or continuity is almost impossible.
The study of the course of the price of any staple, such as wheat, 
over the last fifty or one hundred years shows violent fluctuations, 
some due to physical causes, floods, famine or drought, but more 
due to the effect of wars, fears of wars, tariff, quotas, national 
desire for self-sufficiency and similar forces which are entirely 
subjective in their nature, that is, those which would not have 
come into existence at all except for changes in the consensus of 
emotion and opinion. This would seem to be a most unstable 
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ground on which to build any permanent and enduring records. 
We see, however, that the record of the changes in price is definite 
and continuous. The record does not show the causes of the 
variation and does not attempt to show the effect, either in the 
past or future, of any change at any particular time. However, 
anywhere on the scale of change an economist or a statistician 
could plot a number of curves backward or forward from any 
point of time to show from that point the effect of the continuance 
of the values selected or the effect of any assumed change. Such 
a graphic representation might be of great interest and utility— 
it might be much more useful than the actual record—but this 
representation could not be made without the actual record and 
could not in any way take its place. Here, I think, we have the 
basis of the general opposition between financial reports and ac­
counts and statistical projections backward or forward from any 
point of time within the period covered by the accounts.
In the not very distant past, when accounts were first being 
subjected to really thoughtful analysis, there was a widespread 
opinion, which is still held in some responsible quarters, that the 
balance-sheet was “static” and the income account was “dy­
namic.” In other words, the balance-sheet was thought to be an 
instantaneous photograph of a business at a particular moment of 
time, and the income account was construed as a sort of symbolic, 
arithmetical narrative of the happenings in the business between 
two of the “static” points. This concept, I think, is funda­
mentally false. It has a certain superficial appearance of truth, 
because it could have been true in a world where economic changes 
were so slow as to be almost imperceptible, as, say, in the Middle 
Ages in Europe. However, we are well aware that we are not 
living in such a period in the world’s history. Economic changes 
are rapid and devastating. This, I think shows the falsity of the 
“instantaneous photograph” assumption. What then is the 
truth? As I see it, the balance-sheet is a continuous narrative, 
much as the income account is, except that the narrative is told 
from a different standpoint and covers the entire life of a corpora­
tion from its inception to the date of the accounts. The income 
account is a narrative showing the nature and extent of the 
transactions involved in the production of income, such as sales, 
purchases, manufacturing costs and the miscellaneous items of 
income and expense. The balance-sheet is a narrative of invest­
ment. It shows the investment in fixed assets, the estimated
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wear and tear through depreciation and other deductions, and it 
shows the amount invested in assets which are to be consumed in 
the operation of the business. It also indicates how much capital 
was contributed, who contributed it and the rights to and par­
ticipation in capital of stockholders, bondholders and various 
other creditors. From the intending investor’s or purchaser’s 
point of view we see, particularly in the fixed assets, a strange 
jumble of figures, especially when we are working with dollars of 
different gold content, but from the point of view of a record of 
investment it is a logical and orderly statement, which, if properly 
stated, can be used by the economist or statistician for a projec­
tion on any assumption he chooses to make. We should not 
forget that when cost figures, representing investment, are altered 
to represent some “value” we are not only altering the statement 
before us, but we are projecting into the future the results of the 
valuation. When the balance-sheet is prepared on the basis of 
cost or investment no one who understands accounts will expect 
a statement which is correct and valid on the basis of economic 
conditions at any given point of time. The mere statement of 
the basis precludes any such idea: therefore, a statement which 
purports to show some “actual” or “real” value assumes a false 
and impossible validity, both for the present and future.
I have no hesitation in accepting responsibility for the state­
ment that a certain amount of money was invested in fixed assets 
or that a certain number of shares of stock was issued for them or 
that they were valued on some other basis by some person or 
group having the ability or authority so to do, and that a certain 
amount of money has been provided for their replacement. I am 
equally willing to accept full responsibility for the statement that 
these assets were acquired at certain times and that certain of 
them have been destroyed or retired. Further than that I 
hardly wish to go—and I believe the greater part of informed 
accounting opinion is with me. We are not required by the 
securities and exchange commission to do more than to disclose 
the basis on which assets are stated in the accounts. I do not 
think the accountant has any responsibility under the securities 
and exchange act for anything further than this, and I do not 
believe that periodical reappraisal, which is the only logical result 
of the assumption that accounts should show some sort of value, 
will be welcomed with much enthusiasm by the commission. 
When I say that we are absolved from responsibility if we indicate
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clearly the basis on which assets are valued, I believe we are, 
nevertheless, responsible for satisfying ourselves that all assets, 
the cost of which we have stated, are in use or are intended to be 
used. In other words, the mere statement that so much money 
was invested in a plant, now abandoned or obsolete, will not 
absolve us if we have reason to know or could discover the facts 
by accounting methods. We are, furthermore, not departing 
from our theory that the balance-sheet is a record of investment if 
we state that a certain amount of the investment has now passed 
out of existence so far as profitable production is concerned.
In preparing this paper I made a little search into the meaning 
of value. This question is one on which three or four ordinary 
lifetimes could easily be spent before any very definite conclusion 
could be drawn. I, therefore, decided to drop it after looking into 
some half dozen books. The report of the special committee on 
accounting terminology of the American Institute of Accountants 
gives definitions of thirty-one different sorts of value which are 
met in accounting or financial transactions. I do not know how 
many economic definitions there are of value, but we can all 
think of a number, such as marginal, scarcity, residual and others. 
When we go into the domain of the arts we have aesthetic, literary, 
tonal, both color and sound, and a host of others. It would 
appear from this mass of definitions that “value” is an opinion 
and little else. I am quite prepared to admit that this may be 
more important than facts, but I am not prepared to admit that it 
is the same thing.
It is a little difficult to find the basis of the contention of those 
who say that the accountant is or should be responsible for values. 
No widely used form of certificate with which I am familiar re­
quires the accountant to state that he has satisfied himself as to 
the value of any of the assets, with the possible exception of those 
for which there is a ready market, such as securities or basic 
commodities. Even here “value” is largely conventional, as 
everyone knows that the quotation on a particular day when, 
say, five hundred shares of a certain stock were sold and bought, 
is not a trustworthy index to the value of, say, fifty thousand, and 
a large commodity inventory would generally not have a realiza­
ble value equal to the market value as determined by quotations 
at the end of a period. These are not true valuations, as there is 
no expression of opinion and there is no evidence that liquidation 
could be effected at the price indicated. They are useful checks
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and tend to show, in the case of inventories, whether the com­
pany’s costs are excessive or otherwise and, in the case of securi­
ties, whether the investment policy of the company has or has 
not been wise and fortunate, but they are not, I think, generally 
considered as time indications of realizable values.
In the certificates required by the securities and exchange act, 
which are presumably the most severe and inclusive in their 
requirements, there is no obligation to go further than to declare 
that “the statement contained in the attached balance-sheet 
. . . truly and fairly reflects the application of accepted ac­
counting principles to the facts disclosed.”
There is, I think, no accepted practice or principle which re­
quires periodical revaluations; and revaluations made infre­
quently, either reducing or increasing cost, while permitted in 
some circumstances, are an exception to the usual rule. The 
securities and exchange commission apparently does not think it 
would be of any service to stockholders, investors or the public to 
attempt periodic revaluation.
A member of the securities and exchange commission, speaking 
at a recent public meeting in New York, said, in effect, that his 
concept of accounting was the recording of actual facts, such as 
the receipt, disbursement or investment of funds, the issuance of 
stock or some other definite action, and that he did not regard the 
attempt to evaluate, on any other basis, the assets of the corpora­
tion as coming generally within the scope of the accountant’s 
work.
The form of certificate recommended by the American Institute 
of Accountants, first generally used in 1933, which is now becom­
ing more and more widely accepted, requires only that the ac­
countant shall state that the balance-sheet shows the financial 
condition of the company. “Financial condition” is a fairly 
well understood term and covers generally the resultant of rights 
to receive money, obligations to disburse money and the amount 
of the investment of money or property to which a money value 
has been ascribed, less proper reserves at the date of the state­
ment.
The certificate required under the English companies’ act 
states, in effect, that the accounts are drawn up so as to exhibit a 
correct view of the state of the company’s affairs according to the 
best of the auditor’s information and the explanations given 
him and as shown by the books of the company. Here, again, 
206
Is Value an Accounting Concept?
there is no expression of opinion as to values, nor is there any 
acceptance of responsibility for them. All this does not mean 
that the accountant should be indifferent to the question of value 
or that he should ignore it when it legitimately affects the position 
of the company or the books of account.
The accountant, however, is little better qualified than any 
intelligent layman to pass on these questions. He is concerned 
with facts which are expressed in terms of money and with the 
financial inferences which may be properly drawn from them. 
It might appear from this that while an accountant obviously 
could not make a valuation of factory buildings and equipment, 
he would be particularly well qualified to appraise goodwill, as 
that is generally a question of the present capitalization of ex­
pected excess future earnings, and here we have something which 
seems, at first sight, to be almost entirely a question of figures and 
records. Past earnings the accountant can ascertain, and from 
these a reasonable inference as to future earnings would appear 
to be possible. This sounds quite reasonable, but the statement 
is untrue, dangerously untrue.
Some years ago an important event in the history of the devel­
opment of the automobile took place: a practical, cheap and effi­
cient method of lighting and starting cars by electricity was 
developed. Prior to this the lighting equipment of a car consisted 
of large lamps which cast a powerful beam from an acetylene flame 
and smaller lamps in which burned the weaker flame of kerosene 
oil. Some of the companies manufacturing compressed acetylene 
for this purpose were highly prosperous. The use of the automo­
bile was expanding rapidly, its mechanical development was 
making good progress and, so far as the records of such a company 
would show, there was every reason to believe that a substantial 
goodwill existed, based on earnings in excess of the usual return 
on capital in the immediate past. It is obvious that the apparent 
goodwill of one of the acetylene companies, calculated, say, two 
years before the introduction of electric lighting and starting, 
would be substantial in figures, but in fact almost non-existent. 
A further condition which had much bearing on the state of these 
companies was the invention and development of methods for 
cutting and welding heavy metal with an acetylene flame, which, 
while it did not offset the losses caused by the introduction of 
electric starting and lighting, did much to mitigate them. It 
would be most unfair to expect an accountant to be aware of the
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effects of these inventions, except after they had come into gen­
eral use. But without making an allowance for their influence, 
no trustworthy estimate of the goodwill of the acetylene company 
could be made. It thus appears that even in what seems to be 
the purely mathematical calculation of goodwill, the accountant 
should be on his guard against taking responsibility for valuations 
which may cause him to make statements which later may prove 
to have been both false and dangerous to those who relied on 
them. In this case it was clearly the duty of an engineer or a 
sales executive or both to form an opinion as to the condition of 
the industry. The accountant fortified with this opinion could 
then proceed to the valuation of goodwill.
While the accountant can not make valuations, it is true that 
his experience, which puts him in the position of a particularly 
well-informed layman, so far as engineering, economic and legal 
facts are concerned, makes him a competent critic of such valua­
tions and should enable him to detect anything grossly or sub­
stantially inaccurate. When the accountant forms such an 
opinion of a valuation his recourse is not to attempt to correct it 
nor to make a valuation of his own, but to bring to the attention 
of the proper parties his opinion that the valuation submitted is 
grossly inaccurate, highly improbable or does not take into con­
sideration some important factors.
I agree that it would be pleasanter and would greatly enhance 
the dignity and increase the profits of the profession if we were 
able not only to do our own work relative to the accounts, but 
also to decide the engineering and legal questions as well. So 
far as my own experience indicates, my entire time and energy are 
required for the complex and almost impossible, but nevertheless 
fascinating, task of keeping up with the development of profes­
sional accountancy and endeavoring to solve the few problems 
which clients are kind enough to submit to the firm of which I am 
a member. There may be supermen who can cover the business 
field from every angle. If there are such I should be glad to meet 
them and would follow their careers with great interest—perhaps 
tinged at first with a little incredulity, as I would naturally hesi­
tate to believe that such creatures could exist. Once, however, 
they had proved themselves I would follow them with respectful 
admiration.
Anyone who pretends to such abilities without possessing them 
is starting on a dangerous course, both for himself and his un-
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fortunate clients. The safe and honest thing for ordinary mor­
tals is to choose one profession, devote the best of their abilities 
and energies to that and to leave the other professions to their 
own practitioners. Any accountant who attempts to make 
valuations other than those indicated by the accounts, or by 
some definite index, such as a market price, is coming dangerously 
close to the boundary of his own field and is preparing to step 
over into that of the economist and engineer. Valuation in any 
true or important sense is not a matter for the accountant and the 
more completely this is recognized by accountant and client the 
better it will be for all concerned.
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